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The Governor of California
President pro Tempore of the Senate
Speaker of the Assembly

State Capitol

Sacramento, California 95814

Dear Governor and Legislative Leaders:

As requested by the Joint Legidative Audit Committee, the Bureau of State Audits presents its
audit report concerning the Department of Transportation’s (department) State Route 710 historic
properties rehabilitation project.

This report concludes that the department did not use a strategic approach to ensure it would
complete the project within the authorized funding. As aresult, the department has rehabilitated
only 39 of the 92 historic properties it currently owns and has nearly exhausted the $19.4 million
in funding it received to complete the entire project. Further, although it implemented certain
cost-reduction measures, the department cannot demonstrate that it used the most cost-effective
methods when performing work and that it exercised the discretion allowed by federal guidelines.
Finally, the department relied on an undocumented process to ensure the work performed
complied with applicable codes, and thus it has limited assurance that all relevant code
requirements were considered and applied properly.

Respectfully submitted,

Slowra M. Rowla

ELAINE M. HOWLE
State Auditor
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555 Capitol Mall, Suite 300, Sacramento, California 95814 Telephone: (916) 445-0255 Fax: (916) 327-0019
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SUMMARY

I
Audit Highlights . . .

Our review of the Department
of Transportation’s
(department) State Route 710
historic properties
rehabilitation project revealed
that the department:

M Did not use a strategic
approach to ensure it
would complete the
project within the
authorized funding.

M Completed the reha-
bilitation of less than half
of the properties at an
average cost of more than
$400,000 each, and has
nearly exhausted the
funding it received.

M Cannot demonstrate
that it used the most
cost-effective methods
when performing work
and that it exercised the
discretion allowed by
federal guidelines.

M Relied on an undocu-
mented process to ensure
work performed complied
with applicable codes,
and thus has limited
assurance that all
relevant code
requirements were
considered and
applied properly.

RESULTS IN BRIEF

or decades, the Department of Transportation (depart-

ment) has proposed the State Route 710 extension to ease

the traffic flow in Alhambra, Pasadena, South Pasadena,
and a portion of Los Angeles. In anticipation of receiving
approval for the extension project, the department acquired
hundreds of properties, many of which were considered historic,
that it assumed responsibility for maintaining. The department
allowed these historic properties to deteriorate and did not focus
on rehabilitating them until after local communities raised
concerns in the mid-1990s. Once it began its efforts, the
department did not use a strategic approach to ensure that it
could rehabilitate and preserve the properties within the state
funding that was authorized. Instead, it used a piecemeal
approach and has spent nearly all of its funding to rehabilitate
less than half of the properties.

From the beginning, the department’s actions undermined the
success of the project. After determining that it would need
more than the initial $3.2 million in funding that it began
receiving in fiscal year 1994-95, the department requested
$16 million from the California Transportation Commission
(CTC) in 1996 to complete rehabilitation of 81 historic properties.
However, the estimates the department used to support its 1996
request were hastily prepared and did not adequately consider
the interior condition of these properties.

Further, after the CTC approved the $16 million funding
request, the department did not take steps necessary to ensure
that the project expenses stayed within that amount. Rather
than assessing the needs of the entire project and allocating its
finite resources among the properties, the department focused
its efforts property by property until funds were nearly depleted.
Despite mounting evidence that current resources would not be
adequate to meet its goals, the department did not sufficiently
explore other options or notify the CTC until late in the
project that it would not be able to complete the project with
available funding.




Since requesting the $16 million in 1996, the department has
identified additional historic properties along the State Route 710
corridor. As of October 2000, the department has rehabilitated
only 39 of the 92 properties it currently has identified as historic
and has nearly exhausted the funding it received to complete
the entire project. In response to the department’s March 2000
request for $22 million in additional funding, the CTC asked the
department to develop alternatives for minimizing costs. The
department identified two options. These options, both of
which propose to mothball the properties, involve maintaining
some to all of its properties as vacant properties. However,
mothballing is not intended to be a permanent solution, and we
noted specific concerns regarding the department’s proposed
options that must be addressed. Additionally, although it plans
to do so, the department has not yet sent these mothballing
proposals to the Office of Historic Preservation (OHP) for review.

Although it implemented certain cost-reduction measures, the
department cannot demonstrate that it used the most cost-
effective methods when performing work. This is of particular
concern because of the significant amounts it spent rehabilitating
the properties—more than $400,000 per property for those
completed. The department cannot show that it fully explored
its options and exercised discretion allowed by federal guidelines
for the treatment of historic properties. In particular, the depart-
ment did not use an approach that entails using condition
assessments to identify and prioritize the features that define the
historical character of each property and to focus the planned
work primarily on those features that are most important in
contributing to the overall significance of the property.
Additionally, it could not demonstrate that it considered the
technical and economic feasibility of various repair alternatives
when performing work. Consequently, the department lacks
assurance that all of the work performed was as cost-effective
as possible.

Finally, the department relied on its contractor, the Department
of General Services (General Services), to ensure that the work
on this project complied with applicable codes. General Services
appears to have a process designed to do so. Yet the department
did not require that the process used be verifiable: It did not
require General Services to document the key judgments it made
throughout the process, such as identifying the specific code




requirements applicable to the project. Thus, the department has
limited assurance that those who worked on the project
considered and applied properly all relevant codes.

RECOMMENDATIONS

To ensure that any future rehabilitation work that the department
performs is as cost-effective as possible, the department should
develop revised cost estimates for each property using condition
assessments that assist the department in prioritizing its
rehabilitation efforts. The department should focus its efforts on
those historic features that are most important in contributing
to the overall significance of the property and ensure that it
takes advantage of the flexibility allowed by federal guidelines.
Further, it should consider the technical and economic feasibility
of planned work when determining whether it has considered
the least costly yet acceptable alternatives.

If it pursues its mothballing proposals, the department should
ensure that they comply with federal guidelines, and it should
obtain approval from the OHP as to their propriety.

Further, in the future when faced with similar projects with
funding constraints, the department should ensure that it
assesses the needs of the entire project and prioritizes those
needs. The department should notify funding authorities
promptly when it becomes aware that existing funding will not
be sufficient to meet project goals.

Finally, to ensure that future work on this and other projects
complies with applicable codes, the department should develop
a process to identify and evaluate all code requirements related
to the project. The department should also ensure that it can
demonstrate that the applicable code requirements have been
considered and applied properly.

AGENCY COMMENTS

The department agrees with the report findings and plans to
implement the recommendations. The Business, Transportation
and Housing Agency believes that the report will be very helpful
in improving the department’s current and future rehabilitation
of historic properties. m




Blank page inserted for reproduction purposes only.




INTRODUCTION

BACKGROUND
’ I \he Department of Transportation (department) is

responsible for constructing, operating, administering,

and maintaining the State’s comprehensive transportation
system. The department has 12 districts, all of which maintain
right-of-way offices. These offices are responsible for acquiring
and appraising the land needed for constructing transportation
facilities, relocating residents and businesses affected by proposed
freeway construction, managing and disposing of property
under the department’s control, and clearing land before
construction begins.

In the initial phases of a proposed freeway project, the department
conducts detailed studies and submits a recommendation to the
California Transportation Commission (CTC) on whether to
approve the proposed project. Once the CTC authorizes the
department to proceed and adopts a route, the department
enters into a freeway agreement with the appropriate officials
and begins acquiring properties located in the path of the
proposed freeway. Depending on the location of the proposed
freeway and its potential social, economic, and environmental
impacts, the appropriate right-of-way office generally begins
acquiring properties 18 to 36 months before the planned
construction date. However, if the proposed freeway will worsen
the personal circumstances of a property owner in the right-of-
way, or if substantial building activity or appreciation of land
value is predicted for the future, the department can acquire the
property farther in advance. Because of delays in project approval
or construction start-up, the department sometimes cannot avoid
acquiring more property than it needs for a particular transporta-
tion project or holding properties for long periods of time.

For decades, the department has proposed the State Route 710
extension project. When built, it will close an approximate
six-mile gap in the freeway just north of State Route 10 in

Los Angeles to State Route 210 in Pasadena and is expected to
ease the traffic flow in Alhambra, Pasadena, South Pasadena,
and a portion of Los Angeles. In 1953, the California Highway




Commission, the predecessor to the CTC, adopted a location for
the extension project. Since that time, the proposed route has
been modified, and the department has acquired hundreds of
properties for the right-of-way and become responsible for their
long-term management.

The State Route 710 extension project has experienced delays for
various reasons. For example, the department spent years working
on environmental studies documenting the adverse impacts of
the freeway on the surrounding communities. Eventually, the
Federal Highway Administration approved a record of decision
in 1998, setting the final route for the extension project. However,
work on the freeway cannot begin until the department meets a
number of provisions included in the record of decision. For
instance, the department must establish community design
advisory groups within each of the impacted communities to
consider their specific mitigation needs, determine whether
certain proposed worKk is feasible, develop an acceptable financial
plan to ensure the entire project will be financially supported,
and create an acceptable relocation plan. The department
cannot estimate with certainty when construction on the
extension project will begin.

THE STATE ROUTE 710 HISTORIC PROPERTIES
REHABILITATION PROJECT

Of the hundreds of properties the department currently owns
along the proposed State Route 710 corridor, 92 are considered
historic because they are either on or eligible to be on the
National Register of Historic Places. The California Public
Resources Code, Section 5024(a), requires the department to
preserve and maintain, when prudent and feasible, the historic
properties it owns. Any work done to these properties is to
comply with the construction standards set forth in the California
Building Code and the State Historical Building Code, which
contains requirements unique to historic buildings. Additionally,
the department follows federal standards for the treatment of
historic properties established by the Secretary of the U.S.
Department of the Interior (Secretary of the Interior) when
performing work on these properties. Local codes are relevant to
a limited extent. According to the California Streets and Highways
Code, Section 104.6, the department, when acquiring properties
for future highway needs, must conform to the local codes that
were in effect at the time the properties were acquired. Because




the department acquired many of its properties in the 1960s
and 1970s, certain current local codes may not be relevant to
this project.

In the past, the department had allowed many of its historic
properties acquired for the State Route 710 extension project to
deteriorate. Problems included plaster falling off the walls and
roofs leaking, as well as foundations and plumbing needing
repair. The department stated that during the mid-1990s the
community, local officials, and preservation groups pressured it
to keep the properties occupied and well maintained. As a result
of this pressure, as well as the California Public Resources Code
requirement, the department applied for and received $3.2 million
in funds from the CTC over two years beginning in fiscal year
1994-95 to perform rehabilitation work on the properties.

After receiving this funding, the department had estimates
prepared for “full rehabilitation” of some of the properties.’
However, the department became concerned about the costs of
full rehabilitation and subsequently revised its plan in

June 1996. It decided to continue full rehabilitation for only 4 of
the properties and downscale the extent of rehabilitation on the
81 historic properties remaining at that time. In November 1996,
the department requested an additional $16 million from the
CTC to complete rehabilitating the 81 properties. The CTC
granted the request in December 1996. Ultimately, the department
received $16.2 million in approved funding for this part of the
rehabilitation project.

After requesting the additional $16 million in 1996, the
department identified more properties acquired for the State
Route 710 extension project that it considered historic. As of
October 2000, the department reports that it owns 92 historic
properties and has spent $19 million. As shown in Table 1, the
department has spent $16.4 million to complete work on only
39 properties, less than half of its total holdings. Additionally, it
has spent $2.6 million on 46 of the remaining 53 properties, to
cover preliminary work such as architectural and engineering
design costs, as well as certain miscellaneous costs.

T “Full rehabilitation” is not a term addressed in the professional literature we reviewed.
However, the Department of General Services, the agency that managed the work on
the project, describes the work performed on the four fully rehabilitated properties as
“more restoration or museum-quality” rehabilitation.




TABLE 1

Summary of Expenditures for the Project

as of October 2000
Total Expenditures
(In Millions)

Completed Properties

4 fully rehabilitated properties $2.3

35 other properties 14.1
Other Costs

Preliminary work, primarily architectural 1.7

and engineering design costs, for 46

of the remaining 53 properties*

Miscellaneous, including start-up costs 0.9
Total $19.0

Source: Project status report prepared by the Department of General Services.

* Included in the 53 remaining properties are 8 that the department declared to be excess.
The costs shown in the table include some repair costs for 4 of the 8 excess properties.

The Department of General Services (General Services) plays a
significant role in the department’s historic properties rehabilita-
tion project. After the department decided to revise the scope of
the project, it entered into a memorandum of understanding in
July 1996 with General Services. According to the memorandum
of understanding, General Services was to provide architectural
and engineering services and manage the work performed on
the properties, essentially serving as project manager and general
contractor for the project. General Services hires laborers to
perform the work on the properties, collects bids, enters into
agreements with licensed contractors, and purchases materials.
In consultation with the department, General Services identifies
the work that is to be done on the properties and prepares
detailed work plans and cost estimates. The department’s role is
to oversee the work of General Services.

OUR 1996 AUDIT REPORT

In November 1996, we issued an audit report titled Department of
Transportation: Further Improvements Can Be Made in the Manage-
ment of Properties Along the State Route 710 Right-of-Way. The
department’s historic properties rehabilitation project was in its




initial phase at that time. Our report questioned the department’s
reasoning in planning to spend more than $2 million to
rehabilitate four historic properties, and commented that
spending such sums to rehabilitate historic properties that
would ultimately be sold seemed imprudent. The report further
stated that the department has some flexibility as to the extent
to which it must preserve and maintain historic properties. We
recommended that the department reassess its interpretation of
the law requiring it to preserve and maintain historical resources
and also reassess the level of repair work it planned to perform
on its historic properties. In its response to our report, the
Business, Transportation and Housing Agency, the agency that
oversees the department, stated that the circumstances regarding
the State Route 710 project precluded the department from
exercising latitude in its interpretation of laws related to the
maintenance and rehabilitation of the properties if it was to
ensure federal participation in the freeway project. However, this
comment is inconsistent with the department’s decision in

June 1996 to downscale the rehabilitation efforts on the remain-
ing properties. We discuss the department’s rehabilitation efforts
as well as the flexibility it had when performing work on the
project in Chapter 1.

SCOPE AND METHODOLOGY

The Joint Legislative Audit Committee requested that the Bureau
of State Audits examine the expenditure of state funds by the
department to rehabilitate historic properties along the proposed
State Route 710 corridor. As part of our audit, we were to
determine, to the extent possible, whether the expenditures
were cost-effective and whether future work could be done in a
more cost-effective manner. Additionally, we were asked to
determine whether any of the historic properties could be sold.
Finally, our audit was to assess the department’s process for
ensuring that the work performed complies with applicable
requirements, such as building codes.

To obtain an understanding of the department’s historic properties
rehabilitation project, we inquired about the department’s plan
for performing work on the properties and assessed whether the
plan considered all relevant information and was prudent. As
part of this review, we compared cost estimates prepared by the
department to those prepared by General Services, and we spoke
to key officials at both agencies to understand the approach used
in preparing the estimates. To understand the department’s




approach to completing the project, we reviewed transcripts of
CTC meetings at which the project was discussed, as well as
other documentation. Finally, we toured a few of the properties
to observe some of the completed work.

To determine whether the department had a process to ensure
that its expenditures on the project were cost-effective, we first
identified the extent to which the department had discretion
regarding the extent of work performed. To do this, we reviewed
state and federal guidance, including The Secretary of the Interior’s
Standards for the Treatment of Historic Properties. We also spoke
with an official at the State’s Office of Historic Preservation to
understand what flexibility the department might have in
carrying out this project. We then assessed the degree to which
the department exercised discretion. As part of our assessment,
we interviewed key officials at both the department and General
Services to understand how they attempted to ensure that
expenditures were cost-effective, and we reviewed related
documentation of project costs.

We also considered options that the department has proposed
for reducing project costs in the future. Specifically, we reviewed
two options that the department presented to the CTC in

June 2000. Additionally, we evaluated the extent to which the
department could reduce costs through other means.

To determine what historic properties could be sold, we obtained
an understanding of the department’s process for declaring
properties to be excess, or no longer needed for the extension
project and therefore available for sale. We then reviewed those
properties that the department considers to be excess or poten-
tially excess and considered the reasons that the department
gave for not being able to sell the properties at this time.

Finally, we assessed the department’s process for ensuring that
the work performed on the project complies with applicable
requirements, such as building codes. To do this, we considered
which federal, state, and local requirements apply to the project.
We then spoke with officials at the department and General
Services to determine which requirements they believe apply,
and we evaluated their specific processes for ensuring compli-
ance. We also spoke to tenants of some of the department’s
historic properties and reviewed reports prepared by local inspec-
tors on certain properties to identify whether any concerns exist
that indicate that the department did not comply with the
applicable requirements. m
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CHAPTER 1

The Department Did Not Adequately
Plan for the Project and Cannot
Demonstrate That It Used the Most
Cost-Effective Approach

CHAPTER SUMMARY

he Department of Transportation (department) did not
use a strategic approach to ensure that it would complete

its State Route 710 historic properties rehabilitation
project with available funding. The estimates the department
used in 1996 to request funding for the project were hastily
prepared and did not adequately consider estimates developed
by the Department of General Services (General Services), the
agency employed to manage and perform work on the project.
Further, after funding was approved, the department did not
establish a plan to prioritize project goals in light of its funding
limitations nor did it take appropriate corrective action later
when it was clear that funding was insufficient. Rather than
assessing the needs of the project as a whole and allocating its
total resources among the properties, the department focused its
efforts property by property until funds were nearly depleted.

Although it implemented certain cost-reduction measures, the
department cannot demonstrate that it developed and imple-
mented a plan to ensure that it used the most cost-effective
approach when performing work. This is of particular concern
because of the significant amounts it spent rehabilitating the
properties—more than $400,000 per property for those completed.
Yet it cannot show that it fully explored its options and exercised
discretion allowed by federal guidelines. In particular, the
department did not use an approach that entails identifying and
prioritizing the features that define the historical character of
each property and focusing its rehabilitation efforts on those
features that are most important in contributing to the
overall significance of the property.

As of October 2000, the department has nearly exhausted the
$19.4 million in funds it received for the project yet has completed
work on less than half of the properties. In March 2000, the
department requested an additional $22 million to complete the
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_________________________
The department did not
manage the project as
though $16 million was
all the funding it would
have to complete the
81 properties.

project. It has subsequently proposed two less costly options, but
they involve keeping some to all of its properties vacant and
employ an approach that is not intended to be a permanent
solution. However, the department could save costs in the
future in another way. It could develop a systematic approach
that ensures it focuses future work on those historic features
that are most important in contributing to the properties’
overall significance.

THE DEPARTMENT DID NOT ADOPT A STRATEGIC
APPROACH TO ENSURE THAT IT WOULD COMPLETE
THE PROJECT WITHIN AUTHORIZED FUNDING

The plan the department presented to the California Transporta-
tion Commission (CTC) in November 1996, when it requested
$16 million to rehabilitate 81 historic properties, did not
adequately consider or address all relevant information. The
estimates it used in support of its funding request were neither
well developed nor feasible. Further, after receiving the CTC's
approval for the additional funds, the department did not manage
the project as though $16 million was all the funding it would
have to complete the 81 properties. Even when it became clear
early in the project that funding was not adequate, the depart-
ment did not raise this as a concern to the CTC or sufficiently
explore other alternatives. In fact, it waited at least two more
years before it informed the CTC of its financial problems.

The Department’s Request for Project Funding Was Based on
Unrealistic Estimates Derived From Cursory Information

The department’s 1996 project estimates of $16 million were
neither well developed nor realistic considering the project
goals, which included making habitable the 81 properties then
identified as historic. Rather than developing estimates derived
from sound inspection principles and relevant information, the
department developed its estimates based on hasty inspections
that did not adequately consider the interior condition of these
properties. Further, the department did not estimate costs for
items such as architectural and engineering plans or asbestos
and lead paint removal.

In 1994, the department requested from the CTC $3.2 million in
funds to repair and rehabilitate its historic properties along State
Route 710, an amount it received over two fiscal years beginning
in 1994-95. With the $3.2 million, the department planned to

12



fully rehabilitate four of its historic properties and perform
preliminary rehabilitation work on some other properties.

By 1996, the department recognized that it was going to need
additional funds to complete the rehabilitation of its remaining
81 historic properties and that it needed to downscale its efforts
from the first four.

General Services developed conceptual estimates for 38 of the
department’s historic properties in anticipation of the
department’s request for funds from the CTC. General Services
developed these estimates, which were based on inspections of
both the interiors and exteriors of the properties, to give the
department an indication of the costs to perform rehabilitation
work that would meet the “minimum acceptable levels of life
safety, lease occupancy, and historic preservation.” The estimates
showed that rehabilitating these 38 properties could cost more
than $20 million. Based on these estimates, the department
projected that the rehabilitation of 81 historic properties along
the route could exceed $40 million.

The department official in charge of the project (department’s
I project manager) told us that these large cost estimates
Although initial estimates ~ prompted discussions of possible alternatives within the depart-

prepared by General ment as well as with the Business, Transportation and Housing
Services indicated that Agency, which oversees the department. The department’s

the costs to rehabilitate project manager also stated that the department did not believe
81 properties could the CTC would approve the amounts indicated in the General
exceed $40 million, the Services estimates. As a result, the department’s project manager
department requested only stated that the department reduced the original scope of work,
$16 million in funding. as well as the total cost estimate, to $16 million for the remaining

81 properties. Specifically, according to a June 1996 memorandum,
the department decided to proceed with rehabilitation by
performing roofing, painting, electrical, plumbing, and work to
ensure safety as well as to preserve the houses from further
damage. However, the department’s “downscaled” approach
does not appear to be different than the approach for which
General Services estimated, nor is there any indication that the
department used General Services’ estimates as a starting point
from which it reduced the scope and costs.

In fact, the department could not provide any detailed support
for the estimates it prepared for the 81 properties. However, the
department’s explanations for how it prepared its $16 million
total estimate make it clear that it provided estimates that were
unrealistic in light of the department’s commitment to making
the properties habitable. For example, according to an internal

13



I
Although the department
intended to make the
properties habitable, it
did not assess the
condition of the interiors.

department memorandum, department staff prepared its estimates
within a very short period based on hasty inspections, and the
estimates used only lump sum costs with respect to broad
categories of work. Additionally, the department inspected only
the exterior of the properties. Department officials also
acknowledged that the estimates did not take into account
certain items such as architectural and engineering plans or
removal of asbestos and lead paint. Further, although the
department told us it developed its estimates for about half the
properties from General Services’ estimates, which were based
on interior as well as exterior inspections, it could not show that
it considered General Services’ estimates nor that it performed
its own interior inspections. This raises the question of how the
department intended to realistically estimate the costs to make
these properties habitable when it did not even assess the
condition of the interiors. Finally, although the work described
in the department’s proposal was to be carried out by General
Services, that agency’s project manager told us that General
Services never gave the department any indication that it could
do the work the department was proposing for the $16 million
it requested.

Nevertheless, the department proceeded in November 1996 to
present the estimates to the CTC as the entire amount to complete
the work on the 81 historic properties it identified as requiring
funding. According to the department’s project manager, the
CTC reluctantly approved the $16 million in December 1996
and made it clear to the department that it should not make any
further funding requests. The department received this funding
in allotments over the next few years. Ultimately, the depart-
ment received $16.2 million in approved funding for this part of
the project.

The Department Did Not Develop a Plan to Ensure Project
Costs Stayed Within Funding Constraints

After it received approval for funding from the CTC, the
department lacked both focus and direction in its approach to
the historic properties rehabilitation project. Rather than identi-
fying and analyzing project objectives and project constraints,
the department approached the project in a reactive manner. It
did not approach the project strategically by assessing the needs
of each property and the project as a whole and then prioritizing
the allocation of its finite resources among the properties.

14



The Secretary of the U.S. Department of the Interior’s (Secretary
of the Interior) guidelines for rehabilitating historic properties
and Office of Historic Preservation (OHP) staff recommend an
approach for assessing needs in a project such as this. This
approach, sometimes referred to as a condition assessment,
entails identifying the character-defining features of each historic
property. In addition, according to an OHP official, when
performing these condition assessments, one should

prioritize the character-defining features according to

Department Goals for the Project their individual importance to the property’s overall
Make all historic properties habitable, historical significance, particularly when funding is
decent, safe, and sanitary rather than limited. Although the department determined a scope
have boarded-up properties that blight of work for each property based on a walk-through
the neighborhood. . . o1 .,

inspection, it did not perform condition assessments
Prevent further deterioration of that focused on identifying and prioritizing character-
historic features. . . S1s -

defining features to ensure it stayed within its
Rehabilitate and preserve historic rehabilitation budget for all 81 properties. Such

properties to meet neighborhood

community standards. assessments would have helped the department decide

what the priorities were for each property and could

Comply with applicable requirements, have served as the basis for detailed cost estimates.

such as the State Historical Building
Codes.

. The department had several goals for this project.
Use resources efficiently and be cost- ] K . .
effective. Among them was making the historic properties
habitable and complying with the State Historical

Building Code. A major constraint, of course, was the
$16 million budget to complete the rehabilitation of
81 historic properties. Although the department established
these goals and was well aware of its budget, it did not approach
the project systematically and prioritize project goals to stay
within its funding constraints. Rather, the department used a
piecemeal approach. According to the department’s project
manager, the department gave first consideration to rehabili-
tating vacant houses and then placed the remaining properties
into 12 groups based on condition, location, and size of the
property. In January 1998, the department began approving
detailed estimates from General Services that were based on
the scope of work to which the department had agreed.

However, the department acknowledged that it did not emphasize
to General Services that it needed to ensure that cost estimates
for the project not exceed the $16 million budget. Rather, the
department had General Services develop estimates for the
properties on a group-by-group basis from January 1998 to
January 1999. The department reviewed and approved the
estimates as it received them without evaluating the impact that

15



_________________________
Considering detailed
estimates for 13 properties,
total costs for all 81
properties were projected
to exceed $33 million,
more than double the
$16 million of funding
available.

each estimate would have on the overall cost of the project.
Without systematically evaluating the detailed estimates and
other relevant information for the entire project before approving
them, the department essentially ensured that the project would
not be successfully completed within the authorized funding.

The department had evidence from General Services’ 1996
conceptual estimates that costs could be significantly more than
it had estimated. By analyzing the differences between its
estimates and those of General Services, the department could
have determined whether the differences were a result of General
Services’ estimating costs for items that were unnecessary or of
the department’s own failure to consider items required by one
of its goals. If the differences were caused by omissions in the
department’s estimates, it could have reevaluated its goals. For
example, as discussed later, the department’s goal of making the
properties habitable significantly added to the cost of the project
but was not required by law or federal guidelines. Had the
department reassessed its goals based on its funding con-
straints, it would have been better able to make necessary
changes to avoid overspending its funds.

The Department Did Not Take Corrective Action When It Was
Clear That Funding Would Be Insufficient

In addition to the department having evidence in 1996 that
costs could be significantly higher than it estimated, it had a
chance to note that funding was insufficient to complete the
project as it planned. Specifically, once detailed estimates for
some of the properties were prepared in early 1998, the depart-
ment had clear evidence that it would likely not complete the
project within budget. Yet it continued the project without
sufficiently exploring alternatives or raising concerns to the CTC.

The department approved General Services’ detailed estimates
for a group of 7 properties in January 1998 at an average cost of
approximately $309,000 per property. Applying that average to
81 properties would suggest a total estimate of about

$25 million, approximately $9 million more than the funds
available. General Services then prepared estimates for a second
group of 6 properties, 5 in February 1998 and 1 in May 1998,
giving the department even stronger evidence that project costs
would likely exceed authorized funding. By considering estimates
from the first and second groups, the department could have
projected total costs for rehabilitating 81 properties to exceed
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_________________________
Although the department
believed that additional
funding would not be
authorized, it did not
identify alternatives for
the project as a whole but
rather continued with
work until the money
ran out.

$33 million, or more than $410,000 per property. Nevertheless,
the department still did not inform the CTC or sufficiently
explore other alternatives.

Evidence that it could not complete the project with available
funding continued to accumulate, yet the department proceeded
as though it did not have a $16 million budget for the

81 properties. The department told us that costs were sometimes
higher than expected and that the discovery of unforeseen
repairs, such as damaged foundations or severe dry rot, often
required changes to the estimates (change orders). We recognize
that unforeseen repairs can be common in construction projects,
especially in significantly deteriorated properties. However, the
discovery of these unplanned costs should have been an even
more compelling reason for the department to raise concerns
and reevaluate its ability to complete the project within its
existing budget. For example, the estimates for the first group of
7 properties had change orders that increased the estimated
average cost per property from $309,000 to more than $378,000.

The need to reevaluate costs was even more critical in light of
the department’s understanding of the CTC'’s position regarding
project funding. The department’s project manager told us that
in approving the $16 million for the rehabilitation project in
December 1996, the CTC made it clear that it would not
authorize additional funds for the project. Therefore, because
the department apparently knew early on that the $16 million
would not be enough to rehabilitate the historic properties as
planned and could not expect to receive additional funds, an
acceptable alternative to ensure that the remaining funds
matched the scope of work seems essential.

However, the department did not identify and evaluate its
alternatives for the project as a whole. Instead, as the
department’s project manager acknowledged, the department
decided to continue with the work as planned until the money
ran out. Although both General Services and the department
made certain efforts to reduce project costs, as we discuss later in
the chapter, these efforts were insufficient to ensure that the
project stayed within its budget. Additionally, the department
could not demonstrate that it considered such alternatives for all
the properties in the project. Had it performed this type of
analysis for the entire project and still found it could not meet
its budget, the department would have had more compelling
evidence to present to the CTC when explaining why it would
need additional funding.

17



|
Federal funds will be
available in the future for
rehabilitation of historic
properties as part of the
State Route 710 extension
project.

In September 1999, the department decided to begin preparing a
request to the CTC for additional funding to complete the
rehabilitation project. The department requested the funding for
the same reason it began the project. It believed that state law
required it to rehabilitate and maintain historic properties to
certain standards. In addition, the department was under a

July 1999 injunction filed by various entities including the city
of South Pasadena requiring it to maintain in good repair all
state-owned properties acquired for the State Route 710 extension
project and report to the court on plans and progress in
maintaining the properties. The department believed it would
be in violation of that injunction if the project did not continue.
Therefore, in March 2000, it presented a request to the CTC for
additional funding of $22 million to rehabilitate 51 remaining
properties. This funding, if awarded, would bring the total
project cost to more than $41 million.

Thus, more than three years after it obtained approval for
funding that it had claimed would be sufficient to complete its
rehabilitation project, the department requested additional
funding to complete the project. With the request, anticipated
total project costs more than doubled what the department had
originally estimated. Table 2 summarizes the key events related
to the department’s obtaining funding as well as events that
demonstrate the department had early indications that project
funding was insufficient.

At the request of the CTC, the department subsequently proposed
alternatives to its March 2000 funding request. We discuss these
alternatives later in the chapter. As of October 2000, the
department has spent $19 million to complete rehabilitating
less than half the properties.

The Department’s Failure to Consider Long-Range
Rehabilitation Plans Seems Questionable

When it requested federal participation in the State Route 710
extension project, the department proposed to the Federal
Highway Administration (FHWA) millions of dollars in mitigation
and rehabilitation efforts to minimize the adverse effects to the
historic properties along the route. However, the department did
not consider this as part of its planning process for the current
historic properties rehabilitation project. The current rehabilita-
tion project uses only state funds, but the extension project and
subsequent rehabilitation will be funded primarily with federal
funds. We question why the department would not have
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TABLE 2

The Department Had Early Indications That Project Funding Was Insufficient

1994

December

1996

June

November

1998

January

February through May

1999

September

2000
March

The CTC approves $3.2 million for the project.

General Services completes conceptual estimates for 38 properties totaling $20 million.
Based on these estimates, the department projects that the rehabilitation of 81 properties
could exceed $40 million. These large cost estimates prompt discussions within the
department as well as with the Business, Transportation and Housing Agency as to possible
alternatives.

Based on its own estimates, the department requests $16 million from the CTC to
rehabilitate 81 properties. The CTC approves the funding in December.

The department approves detailed estimates from General Services for a group of seven
properties at a total cost of $2.2 million. The average estimated cost per property is
approximately $309,000. Based on these estimates, the projected total cost for the

81 properties totals about $25 million.

General Services prepares detailed estimates for a second group of six properties totaling
$3.2 million. Combining estimates from this group with those of the first group, the
projected cost for the 81 properties exceeds $33 million, or more than $410,000 per

property.

The department decides to begin preparing a request to the CTC for additional funding.

The department requests from the CTC an additional $22 million to rehabilitate
51 properties that are not expected to be completed with existing funding. This funding, if
approved, will bring the total project cost to more than $41 million.

factored these future plans for rehabilitation into the decisions
being made for the current rehabilitation project. Further, it
does not appear as though the department was always clear with
the CTC about its future mitigation plans when requesting state
funds for the current project.

When the department presented its $16 million rehabilitation
plan to the CTC in 1996, it informed the CTC that the depart-
ment would fully rehabilitate all the historic properties once the
extension project was complete. The department viewed these
rehabilitation efforts as part of its long-range plan to mitigate
the effects of the extension project, and this long-range plan was
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subsequently incorporated into the record of decision that the
FHWA approved in 1998, subject to the completion of certain
provisions. However, the department’s long-range mitigation
plan did not make clear the extent of rehabilitation it intended
to perform. The mitigation plan, which was conceptual in
nature, included estimated lump sum costs of approximately
$24 million for items such as sound walls, landscaping, and
relocation and rehabilitation of the department’s historic
properties, but it did not discuss the kinds of rehabilitation work
the department planned for those properties.

Further, it does not appear as though the department has a clear
understanding of what it planned to do as part of this long-range
mitigation plan. For example, according to department officials,
when the department discussed its long-range plan with the CTC
in 1996, it assumed it was required to rehabilitate all of its proper-
ties once the extension project was complete. The department
continues to believe it has to rehabilitate those historic properties
that will be moved and relocated to their original districts as part
of its planned mitigation efforts funded through the extension
project. However, the department is now no longer certain
whether it must rehabilitate the properties that will remain in
place during freeway construction as part of the mitigation
efforts that it promised to obtain federal funding. Additionally,
in a 1996 document, the department indicated that its current
rehabilitation project was an interim measure that would focus
on “partial rehabilitation,” with “full rehabilitation” coming at
the completion of the extension project. In contrast, the depart-
ment now acknowledges that for those properties on which it
has completed work, it has performed the amount of rehabilita-
tion it believes is required to comply with federal guidelines.
Future rehabilitation efforts for those properties would focus
on mitigating the effects of relocating the properties.

The department contends that its current rehabilitation project
I js independent of its rehabilitation efforts under the long-range

The department spent mitigation plans. However, we question why those planning the
$7.7 million to rehabilitate current project would not have considered it prudent to have a
17 properties that will clear understanding of how any future rehabilitation efforts and
ultimately be cut apart, the existence of federal funding could affect the decisions they
moved, and put on new were making. For example, because federal funding will be
foundations. available in the future for rehabilitation work on at least some

properties, the department could have considered whether it
should minimize the work that it performs with state funds now
and maximize the use of federal funds later. Additionally, it
seems relevant to consider how the department’s future plans of
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_________________________
On average, the
department spent more
than $400,000 per
property for those
it completed.

relocating certain properties might affect the work performed as
part of the current project. In fact, the department has spent
nearly $7.7 million to rehabilitate 17 historic properties that will
be moved during freeway construction and relocated. The
department is going to have to cut the buildings apart and put
them back together on new foundations. We believe the depart-
ment should have considered this and determined whether it
needed to minimize detailed work that could ultimately be
damaged by the plans to move these buildings.

We are also concerned that the department has not always
clearly disclosed to the CTC that its current rehabilitation
project is only an interim measure and that further rehabilitation
will be required once freeway construction is complete.
Specifically, when discussing the current rehabilitation project,
the department has not mentioned to CTC since 1996 that it is
only an interim measure. This is of particular concern because
the current CTC members are not the same as in 1996. Disclo-
sure of the department’s long-range plans and the impact of
future federal funding is important information for the CTC to
consider when it makes funding decisions.

THE DEPARTMENT CANNOT DEMONSTRATE THAT
IT EXERCISED THE DISCRETION ALLOWED BY
FEDERAL GUIDELINES TO ACHIEVE THE MOST
COST-EFFECTIVE APPROACH

When work on the project began in February 1998 using the
funds approved by the CTC, the department faced several
challenges. The historic properties had suffered significant
deterioration because the department had not kept them in
proper repair over the years. Although the department appears
to have implemented certain cost-reduction measures, it could
not demonstrate that it used the most cost-effective methods
when performing work on the project. It is especially important
for the department to be able to show that it was cost-effective
to justify the significant amounts it spent rehabilitating its
historic properties. On average, the department spent more than
$400,000 per property for those it completed. However, the
department cannot demonstrate that it implemented a systematic
approach for the project to ensure that it fully explored its
options or exercised discretion allowed by federal guidelines,
such as focusing rehabilitation efforts on the features that are
most important in contributing to the overall significance of the
property. Additionally, although all the historic properties will
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ultimately be sold, the department did not consider the expected
sales prices of the properties when determining how much to
spend on rehabilitation. As a result of these shortcomings, the
department lacks assurance that it performed work on the
project in the most cost-effective manner.

The Department Had Discretion Regarding the Extent of
Work It Must Perform

As we said in our November 1996 audit report, the department
has some flexibility regarding the extent of the work it performs
on its historic properties because state law does not specify what
constitutes preservation and maintenance of historic properties.
Federal guidelines also allow flexibility. The Secretary of the
Interior has published standards for four recommended treatments
of historic properties: preservation, rehabilitation, restoration,
and reconstruction. Table 3 summarizes the goals of these
treatment methods.

TABLE 3

The Secretary of the Interior's Recommended
Treatment Methods for Historic Properties

Treatment Method

Preservation

Rehabilitation

Restoration

Reconstruction

Goal

Protect and maintain only existing
features that define the historical
character of the property.

Protect and maintain only existing
features that define the historical
character of the property; perform
repairs or alterations necessary to bring
the property to a state of utility.

Make property appear as it did during
its “most significant” time in history.

Reconstruct a nonsurviving property,
and make it appear as it did at a specific
time in history.

Source: The Secretary of the Interior’s Standards for the Treatment of Historic Properties.

Assumption

Character-defining features are
essentially intact. Protection,
maintenance, and repairs are
emphasized; replacement is minimized.

Historical character of the property has
deteriorated over time, and more
repairs and replacement will be
required.

All the property’s character-defining
features for a specific time in history will
be restored. Features that reflect a
different time period will be removed.

All the property’s vanished character-
defining features for a specific time in
history will be reconstructed.
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I
The department could
have maintained vacant
properties and preserved
them without attempting
to make them habitable.

The Secretary of the Interior has also published guidelines for
the implementation of these four treatment methods. Under these
guidelines, the appropriate treatment is selected for a property
only when the following considerations have been addressed:

¢ Relative importance in history. Often, preservation or restora-
tion are appropriate treatments for National Historic Landmarks
and other properties individually listed in the National Register
of Historic Places, which have exceptional significance in
American history. Properties with less historical significance,
such as those that contribute to the historical significance of a
district but are not eligible to be individually listed in the
National Register of Historic Places are frequently rehabilitated
for a compatible and contemporary use.

* Physical condition. After all interior and exterior architectural
features that contribute to the property’s historical significance
are identified, the existing physical condition of each feature
should be assessed to determine its degree of material integrity
and the level of repair necessary to preserve it.

e Proposed use and mandated code requirements. Whether
historic properties are adapted for new uses or not, repairs
required for new use adaptation or to comply with applicable
codes should minimally disturb the property’s historical
character. For example, additional construction needed to
meet the accessibility requirements of the Americans With
Disabilities Act should be designed to minimize loss of
character-defining features and visual change to the
historic property.

The department, in attempting to follow the federal standards
and guidelines, had flexibility regarding the extent of the work it
undertook. For example, the department could have maintained
vacant properties and preserved them without attempting to
make them habitable. Although state law requires the department
to preserve historic properties when prudent and feasible, making
them fit for occupancy is not a requirement. According to the
Secretary of the Interior, a fifth treatment referred to as mothballing
can be used when funds are not available for putting a dete-
riorating property into usable condition. The Secretary of the
Interior describes mothballing as the process of stabilizing a
vacated building to prevent its further deterioration by securing
the exterior from moisture penetration, exterminating or control-
ling pests, securing the building against vandalism, providing
adequate ventilation, and developing and implementing a
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Not all features that
define the historical
character of these
properties are of equal
importance.

maintenance and monitoring plan for protection. Mothballing
can cost significantly less than other treatment options, but as
we discuss later in the chapter, it is not intended to be a
permanent measure.

Flexibility also existed in other ways. Rehabilitation work focuses
on protecting and maintaining existing features that define the
historical character of the property. However, the department
had discretion when identifying the features that contribute to
the property’s historical significance. Such decisions can directly
impact the extent of work performed because not all existing
original features may be considered historically important. For
example, according to an OHP official, work related to the
rehabilitation of a property that has been classified as historic
solely because it is located within a historic district may be
focused on its exterior architectural features, unless the property
has extraordinary interior features that are masterfully designed.

Additionally, according to the OHP official, not all of the features
that define the historical character of these properties are of
equal importance to the overall significance of the properties,
and thus, not all features must be repaired or preserved. Therefore,
once a feature has been determined to be historically significant,
the department could use judgment to prioritize its contribution
to the overall historical significance of the entire property when
determining whether to repair it or replace it with a new item of
similar materials and appearance. Further, according to the
Secretary of the Interior’s guidelines, such a decision should be
based on an assessment of that item’s condition to determine
whether it could be repaired and should take into consideration
whether its repair is technically and economically feasible.

The Department’s Rehabilitation Efforts Appear to Have
Gone Beyond Those Necessary Under Federal Guidelines

Although the department can point to examples that demonstrate
its efforts to cut project costs, the department seems not to have
fully understood or exercised the discretion and flexibility
allowed by the federal guidelines. As a result, the department
may have completed extensive rehabilitation work unnecessarily.

Department staff state that they were cost-conscious when they
made decisions related to the project and that they met regularly
with General Services staff to identify work that was unnecessary.
Additionally, General Services’ project manager says that in
developing the scope of work for the rehabilitation of historic
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Decisions as to what was
cost-effective were
secondary to the
architectural historian’s
judgment as to what was
necessary.

properties, architects and engineers from General Services
inspected each property and developed detailed estimates by
applying a process he referred to as “value engineering.” He
stated that this process was designed to minimize the level of
work by focusing on critical work while considering other factors
such as choice of materials. The department made certain cost-
management decisions, such as reducing foundation repairs, by
applying this approach. Further, the department told us that in
certain instances, it opted for less costly alternatives such as
carpeting wood floors or sealing off fireplaces when the cost to
restore them was prohibitive.

Although such cost-reduction measures are commendable, we
are concerned that the department did not apparently exercise
the full amount of discretion allowed by the federal guidelines.
The department relied heavily on the former chief of its historical
architectural specialty branch (architectural historian) to
determine the extent of work necessary to comply with the
federal guidelines. Due to staff shortages, the OHP, which
ordinarily would have overseen the project, delegated its
responsibility to the department’s architectural historian. Thus,
the architectural historian had the final word on making decisions
regarding work that affected the historical features of the
properties. The General Services project manager acknowledged
that he had no previous experience with rehabilitating historic
properties and that he deferred to the architectural historian’s
judgment if there were differences of opinion regarding work
performed for historical purposes. Thus, in these areas, decisions as
to what was cost-effective were secondary to the architectural
historian’s judgment as to what was necessary.

As we discussed previously, the department had discretion in
identifying the features that contribute to the historical
significance of the properties under the Secretary of the
Interior’s guidelines. The department, through its architectural
historian, made decisions regarding the features that contributed
to the properties’ historical significance that appear to have
caused work beyond that necessary under the guidelines. For
example, according to an OHP official, when a property has
been classified as historic because it is located within a historic
district, rehabilitation efforts may be focused on the exterior
architectural features. He further stated that interior features of
these properties generally do not make “indispensable contri-
butions” to the historical character of the district, unless they
are extraordinary features that are masterfully designed and
executed, such as elaborate fireplaces and staircases. Therefore,
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For many of its properties,
the department
apparently could have
focused its rehabilitation
efforts on the exteriors
and any extraordinary
interior features.

interior features should not be considered historically important
simply because they are original to the property. The majority of
the department’s 92 properties were classified as historic because
they contribute to the historical character of the district within
which they are located. In fact, only 3 of the department’s
current holdings of historic properties are individually eligible
for inclusion in the National Register of Historic Places. Therefore,
for many of the properties, the department apparently could
have focused its rehabilitation efforts on the exteriors and any
extraordinary interior features.

Instead, the department sometimes extended its rehabilitation
efforts to interior features that appear to be not only ordinary,
such as kitchen cabinets, interior door latches and hinges, and
bathroom sinks, but also are located in less visible areas that the
Secretary of the Interior’s guidelines describe as secondary
spaces. According to the guidelines, secondary spaces such as
kitchens, bathrooms, utility rooms, and secondary hallways are
usually more functional than decorative, and extensive changes
can often be made in these areas without having a detrimental
effect on the overall historical character of the property. When
we spoke to the architectural historian about his approach to
defining what was historically significant for this project, it
seemed apparent that he interpreted the flexibility allowed by
the guidelines differently than the OHP official. Specifically, the
architectural historian told us that in his professional opinion,
almost all original interior and exterior features contribute to
the “historic fabric” of a property and his decisions regarding
work to be performed were based on such understanding.

Further, the OHP official points out that not all of the features
that define the historical character of these properties are of
equal importance and that prioritizing the importance of these
features when determining which should be retained and how
they should be treated is especially critical when funding is
limited. In fact, the OHP does not require the repair or pres-
ervation of every historically significant feature in a property,
particularly when the existence of severely deteriorated interior
features suggest that it is not feasible to do so. However, despite
the department having limited funding, it does not appear to
have differentiated between the features it considered to be histori-
cally significant and did not prioritize its resources accordingly.

Evidence also suggests that the department was not prudent
when making certain project decisions because it did not
consider all repair alternatives when making those decisions.
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The department rebuilt
54 wooden windows for
one property at a cost
of nearly $28,000
without considering
other alternatives.

The Secretary of the Interior’s standards state that they are to be
applied to rehabilitation projects in a reasonable manner, taking
into consideration technical and economic feasibility of each
project. The guidelines that implement the standards further
recommend the preservation or repair of existing historic
materials, but they also make provisions for replacing severely
deteriorated historic features with compatible substitute materials
when repair of existing materials is not technically or economi-
cally feasible. Although the department claims that it adhered to
these standards and guidelines, evidence suggests that it did not
always explore other repair options to determine whether
replacing certain features would be more prudent than repairing
them. Instead, the department made some rehabilitation decisions
without regard to economic feasibility.

For example, the department decided to rebuild 54 wooden
windows for one of the properties at a cost of nearly $28,000
without considering other alternatives such as replacement with
new windows of similar materials and appearance, which would
be acceptable if rebuilding the windows was determined not to
be technically or economically feasible. Because the department
did not explore other alternatives, it does not know whether
rebuilding the windows was the most economical option.

Although it was the architectural historian’s practice to “sign off”
on the scope of work and cost estimates for each property, he
could not demonstrate through a documented analysis that
cost-effective alternatives were considered when he made
decisions regarding work to be performed that affected the
historical features of the properties. In fact, the department’s
architectural historian stated that the department never asked
him to limit historic preservation efforts to a predetermined
amount per property or only to specific features—not even
after the department indicated to the CTC that $16 million
would be enough to rehabilitate the 81 historic properties for
which it was seeking funding. He further stated that he was not
involved in the fiscal aspect of the project and that cost was not
the primary factor driving his decisions. Finally, he stated that
his signature on a project estimate indicated that the scope of
work related to the estimate was “appropriate” to comply with
the Secretary of the Interior’s standards and guidelines, not that
the estimate was the most cost-effective solution.

The department could have demonstrated that it fully considered
cost-effective alternatives during its work by preparing condition
assessments, focusing rehabilitation efforts on the most important
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According to an OHP
official, a condition
assessment should be
performed for each
property to determine the
extent of work necessary
and reasonable within
the project’s budget.

character-defining features of the properties. According to the
OHP official we spoke to, a condition assessment should be
performed for each property to determine the appropriate
treatment approach and the extent of work necessary and
reasonable within the project’s budget. As part of the condition
assessment, features that are determined to contribute to the
historical significance of the property should be prioritized by
their level of importance to the property’s overall historical
significance. Further, according to the OHP official, documenting
such an assessment is not only reasonable but prudent.
Maintaining records that memorialize the preservation of
significant features that give a property its historical character is
important to ensure future preservation efforts.

Nevertheless, the department did not prepare such condition
assessments. Without a systematic approach that clearly identifies
and prioritizes the character-defining features of each property
and assesses their condition, the department cannot ensure that
it performed only necessary rehabilitation work. Although the
department claims that it adhered to the Secretary of the
Interior’s standards and guidelines, it did not maintain records
to document its decision-making process for identifying features
it considered historically relevant or its rationale for determining
what work needed to be performed on these features. Conse-
quently, it cannot demonstrate that its decisions on the project
were as cost-effective as possible.

The Department’s Desire to Please the Community
Sometimes Influenced Its Decisions

The department’s decisions regarding the cost of the project at
times were influenced by its desire to satisfy members of the
surrounding communities who were concerned about the
deterioration that had occurred to the historic properties under
the department’s ownership. For example, partly because of its
commitment to the community to repair its properties to
community standards, the department never considered the
alternative of maintaining vacant properties and protecting their
historical character without ensuring that the properties could
be habitable. Ensuring that the properties were fit for occupancy
entailed extensive repairs to meet health and safety requirements,
which drove up the cost of the project considerably. Not until
May 2000, when the CTC inquired about the feasibility of
vacating the properties and reducing the level of repairs to address
only preservation requirements, did the department consider such
a possibility. (We discuss this CTC request later in the chapter.)
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_________________________
In an effort to ease
tensions between the
department and local
communities, the
department decided in
1996 to rehabilitate four
properties at a cost of
approximately $2 million.

Similarly, the department’s 1996 decision to spend approximately
$2 million to fully rehabilitate four properties, was made at least
in part to satisfy community demands. Specifically, the
department’s project manager told us that the department
believed it needed to make a good-faith effort to ease tensions
between the department and local communities that had resulted
in lawsuits and negative publicity. In June 1996, the department
decided to use a downscaled approach for the remaining
properties when cost estimates exceeded original expectations.
However, reasoning that reducing the scope of work on these
properties would delay the project approximately two or three
months, the department decided to proceed with what it called
“full rehabilitation” of the four properties to satisfy the demands
of the communities. Thus, it appears that cost-effectiveness was
not the department’s primary concern when determining the
work needed on these four properties.

The Department Did Not Consider Expected Selling Prices
When Determining How Much to Spend Performing Work
on Each Property

The department also did not perform any analyses to determine
a reasonable amount of funds to spend on rehabilitation costs
for the properties based on the earnings it could expect from
their sale once they were declared excess property. Given that
the department had discretion regarding the extent of work
performed on the properties, the expected selling prices for the
properties would have been useful information to consider when
setting a budget for work to be performed.

All the historic properties acquired for the State Route 710
corridor will eventually be sold. Once the department receives
final approval for the proposed right-of-way for the extension
project, historic properties that are located outside the right-of-way
and thus not needed to complete the project will be declared
excess and sold. However, the properties located within the
right-of-way will be permanently or temporarily relocated until
the extension project is completed; only then can they be
declared excess and sold.

As of October 2000, the department has spent $19 million on its
historic properties rehabilitation project. Despite the knowledge
that these properties would eventually be sold, the department
did not perform a “reasonableness analysis” to compare estimated
amounts to be spent against expected market values of the
properties. Department officials contend that they did not
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_________________________
The department declared
8 of the 92 historic
properties excess in 1995
but has not sold them as
of November 2000.

conduct such an analysis because the department is obligated by
law to maintain its historic properties whether it can realize full
market value when it sells them or not. Further, the department
believes that because many of these properties are not currently
excess, allocating staff time on appraisal reports is not an efficient
use of its resources. The department also states that to the extent
the properties are excess today, in most cases, the department
could not obtain fair market value for these properties because
they are subject to the provisions of the California Government
Code, sections 54235 through 54238. These sections require the
department to sell its properties at affordable prices to current
tenants that meet low-to-moderate income requirements and
who also meet other requirements set forth in law.

We recognize that the department has a responsibility to maintain
the properties until they are sold. However, as we discussed
previously, the department has discretion regarding the extent
of work performed, and it also has an obligation to maintain
such properties in the most cost-effective way possible. Thus, it
seems prudent to consider how much a property will be sold for
when planning the project or making decisions regarding the
extent of work to perform. The possibility of having to sell these
properties at less than fair market value makes the need for this
consideration even more important.

Some of these historic properties could be sold sooner than
others. The department has declared 8 of the 92 historic properties
in its current inventory to be excess, or not needed to complete
the extension project. The department told us it made offers to
sell the properties to tenants and other interested parties after
declaring the 8 properties excess in 1995, but for various reasons
such as cancellation of the sale by the tenants, the department
was unable to sell the properties. As of November 2000, the
properties remain unsold although the department stated that it
intends to advertise 2 of them in the near future.

Additionally, it identified 14 other properties as potentially
excess. According to the department’s project manager, these
properties have not been declared excess and thus made available
for sale because the department believes that it w